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SUBJECT: Research Expenses Credit/lIncrease To 17% And 30% OF Excess Expenses/FTB
Report Credit Usage On I nternet

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

AMENDMENTSIMPACT REVENUE. A new revenue estimateis provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
X introduced March 20, 2000

X FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUSANALYSISOFBILL ASINTRODUCED ~ March 20,2000  STILL APPLIES.
OTHER - See comments bel ow.

SUMVARY OF BILL

This bill would do the foll ow ng:

?? Under the Personal Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would increase the state research credit for “qualified
research expenses” from12%to 17%

?? Under the B&CTL, this bill would increase the state research credit for
“university basic research” from24%to 30% of qualified paynents.

?? Under the Administration of Franchise and Income Tax Laws (AFITL), this bil
woul d require specified corporate taxpayers that claimthe research credit to
provide the departnment with specified information regarding the credit and the
t axpayer’ s enpl oyees, their wages, and health benefits. This bill would
require the departnent to publish the informati on provided by each taxpayer

SUMVARY OF AMENDMENT

The May 25, 2000, anmendnent made the follow ng three changes to the reporting
requi rement provision:

?? Requires the taxpayer to provide its Standard Industrial C assification (SIC)
Code;

?? Specifies that the departnent shall publish the information in an annual report
using a unique identifier that does not include the nane or the enployer
identification nunber of the taxpayer; and

?? Provides that only the increased credit or increased carryover of credit
resulting fromthe increased percentage shall be denied if the taxpayer does
not provide the information.
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The anendnents rai sed two additional inplenentation concerns, which are provided
bel ow with the unresolved inplenmentation and technical concerns relating to the

reporting requirenment provision of this bill. Except for the discussion in this
anal ysis, the departnent's analysis of the bill as introduced March 20, 2000,
still applies.

| MPLEMENTATI ON CONSI DERATI ONS

The May 25, 2000, anendnents specified that the departnent shall publish the
information in an annual report using a unique identifier that does not include
the nane or the enployer identification nunber of the taxpayer. The anmendnents
further specified that nothing in this section shall authorize the departnment to
di scl ose the nane of the enployer or identification nunber of any taxpayer.
However, the bill's original |anguage still provides that the departnent nust
publish the corporate nane in the annual report. The two sections of the bil
contradict. The bill cannot be admnistered with this conflict in the |anguage.

The reporting requirenent in this bill would be [imted to those corporate
taxpayers that claima research credit for the increased anount provided by the
bill. This provision could have varying interpretations. One interpretation
woul d be that a corporate taxpayer could avoid being subject to the reporting
requi renent by claimng a research credit in the amounts authorized by the law in
effect before the bill. However, a credit in the reduced anbunt woul d no | onger
be aut horized under the code.

Alternatively, since the credit |anguage does not appear to provi de taxpayers the
option to claimtheir research credit using a smaller or different anmount than

that specified in this bill, it could be interpreted that any taxpayer claimng
the credit nmust both claimthe increased anount and nust conply with the
reporting requirenent. The bill should be anended to clarify the author's intent

on this issue.

The bill specifies that a taxpayer provide its SIC Code, but it is possible for a
taxpayer to have nultiple SIC Codes. Thus, it is unclear whether a taxpayer is
required to provide only its primary SIC Code, or whether a taxpayer should
provi de each SIC Code under which its business activities are classified.

TECHNI CAL CONSI DERATI ONS

The reporting requirenent would apply only to taxpayers subject to the B&CTL.
Accordingly, unless the bill is intended to also inpose the reporting requirenent
on non-corporate taxpayers, it is unnecessary to reference the research credit
under the Personal |Income Tax Law. The attached anmendnents woul d del ete those
ref erences.
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FRANCHI SE TAX BOARD S
PROPOSED AMENDMENTS TO SB 2200
As Anended May 25, 2000
AVMENDMVENT 1
On page 5, line 36, strikeout “Sections 17052.12 and” and insert:

Section

AVENDMENT 2

On page 6, line 11, strikeout “17052.12 or”.

AVENDVENT 3
On page 6, line 22, strikeout “Sections 17052.12 and” and insert:

Section



